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SUMVARY

Under the Personal |Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would authorize a credit to taxpayers equal to an unspecified
percentage of the qualified expenses paid or incurred during the taxable or

i ncome year in connection with lending a qualified enployee to a public schoo
for the purpose of teaching math or science.

Under the PITL and the B&CTL, this bill would authorize a credit to taxpayers
equal to an unspecified percentage of qualified expenses paid or incurred during
a taxabl e or incone year in connection with allowi ng a public school teacher to
attend an enpl oyer-sponsored education class by using an open enroll nment space.
These credits will be discussed separately in this anal ysis.

EFFECTI VE DATE

This bill would apply to taxable or incone years beginning on or after January 1,
1999, and before January 1, 2004.

LEG SLATI VE HI STORY

AB 2888 (1995/ 96)

BACKGROUND

The sponsor’s office indicated that the intent of this credit is to allow
conpanies to offer the services of their enployees to teach math and science to
hi gh school and community col | ege students anywhere from“a day or two” to “a
senester or longer.” Wiile a credential is not necessary for a person acting as
an assistant to a credential ed teacher for “a day or two” or for comunity
col l ege teachers, at least a single subject credential generally is required for
teachers in K-12, except under certain circunstances such as energency
situations.
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SPECI FI C FI NDI NGS

Exi sting state and federal |aws allow a tax deduction for business expenses,
i ncl udi ng enpl oyee salaries. It also allows a deduction for charitable
contri butions.

Exi sting state and federal |aws provide various tax credits that are designed to
provide tax relief for taxpayers who nust incur certain expenses (e.g., child and
dependent care credit) or to influence behavior, including business practices and
decisions (e.g., research credits).

Exi sting state | awprovides general rules which apply to all tax credits, unless
the individual credit provisions specify otherwi se. These general rules specify
that any remaining credit carryover allowed by a section that has been repeal ed
or made inoperative may be carried over under the provisions of that section as
it read imedi ately prior to being repealed or becom ng inoperative.

Exi sting state | aw provi des general rules on the division of credits between
mul ti ple taxpayers, a husband and wife, or partners. Except as specified, no tax
credit may reduce regular tax below the tentative mninumtax for alternative

m ni mum t ax pur poses.

Exi sting state lawprovides hiring credits based on qualified wages paid to
speci fied enpl oyees of businesses within various econom c devel opnent areas.

Al t hough other limtations and restrictions may apply, qualified wages for these
hiring credits cannot exceed 150% of m ni mrum wage (which currently equates to
$7.73).

Ceneral ly, existing state |lawrequires teachers for grades K-12 (especially high
school math and science) to becredentialed, with certain exceptions such as in
enmergency situations. Single subject credentials may be issued when specified
criteria are net. A person working as an assistant under the direction of a
credential ed teacher need not be credenti al ed.

LENDI NG QUALI FI ED EMPLOYEE TO TEACH MATH AND SCl ENCE

This bill would authorize a credit to taxpayers equal to an unspecified
percentage of the “qualified expenses” paid or incurred during the taxable or

i ncome year in connection with “lending” a qualified enployee to a public schoo
for the purpose of teaching math or science, including the enployee’ s wages to
the extent those wages were allocable to “teaching” or “preparation tine.”

This credit defines “qualified enpl oyee” as an enpl oyee whose enpl oynent
specialty includes math or science.

This credit defines “public school” as any elenentary, intermediate, or high
school in this state that is part of a public school district that provides pupi
instruction in grades K-12, inclusive, or any portion thereof.

This credit would limt the credit to expenses paid or incurred in connection
with the wages of enployees for preparation tinme or teaching math or science at a
public school in a public school district located in this state.
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This credit would be in lieu of a deduction for the anmount of expenses for which
this credit is allowed.

Any all owabl e credit ampunt that exceeded tax liability would be carried over
until exhausted.

Since this credit does not specify otherwi se, the general rules applicable to
dividing credits would apply, and this credit would not reduce regul ar tax bel ow
tentative m ni num tax.

| npl enent ati on Consi derations

For this bill to carry out the sponsor’s intent that enpl oyees “teach” high
school and conmunity coll ege students, not just serve as guest speakers, and
for the departnment to effectively inplenment this credit, definitions are
needed for: “teaching,” “lending,” “preparation tine,” “enploynent
specialty,” and “math and science” (i.e., the kind of math or science).

Further definition is needed for “qualified expenses” and “qualified
enpl oyee” (i.e., would the enpl oyee also need to be acredential ed teacher).

The department would have difficulty verifying that the credit requirenents

have been net. One solution would be to require the school to verify to the
taxpayer, in witing, the date and tinme spent by the taxpayer’s enpl oyee for
“teaching math or science” in the school. The taxpayer woul d provide a copy
to the FTB upon request.

The department woul d have difficulty verifying preparation tine.

Techni cal Consi derati ons

Amendnents 1 and 3 woul d del ete carryover |anguage for this credit (where
the underlying credit statute has been repeal ed) which is unnecessary and
duplicative of the general provision.

PUBLI C SCHOOL TEACHER TO ATTEND EMPLOYER- SPONSORED EDUCATI ON CLASS BY USI NG AN
OPEN ENROLLMENT SPACE

SPECI FI C FI NDI NGS

This bill would authorize a credit to taxpayers equal to an unspecified
percentage of qualified expenses paid or incurred during a taxable or incone year
in connection with allowing a public school teacher to attend an enpl oyer-
sponsored education class by using an open enrol | nent space.

This credit defines “public school” as any elenentary, intermediate, or high
school in this state that is part of a public school district that provides pupi
instruction in grades K-12, inclusive, or any portion thereof.

This credit would be in lieu of a deduction for the anmount of expenses for which
this credit is allowed.
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Any all owabl e credit ampunt that exceeded tax liability would be carried over
until exhausted.

Since this credit does not specify otherwi se, the general rules for dividing
credits would apply, and this credit would not reduce regular tax below tentative
m ni mum t ax.

| npl eent ati on Consi derations

In order for the departnent to effectively inplenent this bill, definitions
are needed for: “public school teacher,” “enpl oyer-sponsored education
cl ass” and “open enrol |l nent space.”

Further definition is needed for “qualified expenses” (i.e., transportation,
travel tinme, parking, teaching supplies, class materials, equipnment, etc.).

The department would have difficulty verifying that the credit requirenents
have been net.

Techni cal Consi derati ons

Amendnents 2 and 4 woul d del ete carryover |anguage for this credit (where
the underlying credit statute has been repeal ed) which is unnecessary and
duplicative of the general provision.

FI SCAL | MPACT

Departnmental Costs

Until the inplenmentation considerations addressed in this analysis are
unresol ved, the departnment’s costs to admnister the bill are difficult to
determ ne. However, once the considerations are resolved, the departnent’s
costs are expected to be m nor

Tax Revenue Esti mate

Based on the data and assunptions di scussed bel ow, revenue | osses fromthis

bill are estimated to be as follows:
Esti mat ed Revenue | npact of AB 1713
Education Credits
Taxabl e/ I ncone Years After 12/31/98 Through 1/1/2004
(In $M I 1ions)
Fi scal Years 1998/ 99 1999/ 00 2000/ 01
Credit Rate 50% 50% 50%
Loaned Enpl oyees (m nor) (1.0) (1.0)
Credit
Enpl oyer C asses (insignificant) (m nor) (m nor)
Credit
TOTALS (m nor) (1.0) (1)
(r aunded)

Note: | nsignificant nmeans | ess than $100, 000; minor |ess than $500, 000.
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Any possi bl e changes in enpl oynent, personal income, or gross state product
that mght result fromthis nmeasure are not taken into account.

Tax Revenue Di scussi on

LENDI NG QUALI FI ED EMPLOYEE TO TEACH MATH AND SClI ENCE

Revenue | osses woul d depend on the nunber of enployees |oaned to public
schools for teaching math or sciences, the ampbunt of total expenses incurred
by enpl oyers, and their respective inconme tax liabilities. This estinmate
was based on available information pertaining to math and sci ence teachers
in California public schools grades K-12.

According to the California Departnent of Education, the nunmber of math
and science teachers in California public schools grades K-12 was 22, 251
in full-time equivalents during the school year 1996/97, and these
school s project the need for an additional 2,200 math and sci ence

t eachers.

It was assuned that | oaned enpl oyees woul d constitute approximately 1.5%
of the classroom hours corresponding to this public school demand (54, 500
hours), and that school districts would allow these individuals to assi st
credenti al ed teachers in short-term classroominstruction.

Total qualified enpl oyer expenses for these enployees are projected to be
over $3 mllion, based on average yearly salary of $50,000 and $15, 000 of
addi ti onal enpl oyer expenses, such as fringe benefits, payroll taxes, and
ot her costs).

At a 50%credit assunmed, the order of magnitude would be minor |osses
(less than $250,000) in the first year expanding to nearly $1 mllion by
2000/ 01. This estimate allows for an incentive effect.

PUBLI C SCHOOL TEACHER TO ATTEND EMPLOYER- SPONSORED EDUCATI ON CLASS BY USI NG
AN OPEN ENROLLMENT SPACE

Revenue | osses woul d depend on the nunber of open-enroll nment spaces in

enpl oyer - sponsored educational classes filled by California public schoo
teachers (including part-tine) during a school year, the enpl oyers’ expenses
connected with teachers’ attendance, and enpl oyers’ respective incone tax
liabilities.

This estimte was based on assunptions regardi ng overall participation rates
for full-time and part-tinme teachers in the California public school system

grades K-12. In addition, qualified “classes” are understood to be regul ar
cl assroom settings during working hours, not special banquets, conferences,
etc.

It was assunmed that 1% of all teachers (over 3,000) would be able to use
open spaces in enployer-sponsored classes during a school year for an
aver age expense per attendee of $150.
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Revenue | osses froma 50%credit are projected to be insignificant (less

t han $100,000) in the first fiscal year (as the credit would apply for only
6 nonths in the first fiscal year and it is estimated that taxpayers would
apply only 25% of that anount during the first fiscal year).

The deduction offset was considered for both credit estimates.
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